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Canada's economy is booming, says Peter David. Its politics, as it 
heads for a second general election in under two years, is a mess 



LCanada is now rather cool," this 
newspaper ventured in September 2003. 
And it still can. At a ceremony in Ottawa in 
September this year, Canada invested a 
new governor-general, the queen's repre- 
sentative in Canada and therefore its de 
facto head of state. She is Michaelle Jean, a 
glamorous black television journaUst and 
former refugee from Haiti. In her investi- 
ture speech Mrs Jean declared that the old 
story of Canada being separated into the 
"two solitudes" of English-speakers and 
French-speakers was at last over. Newspa- 
pers gushed. A banner headline in the 
Globe andMail greeted a "remarkable new 
governor-general who personifies the free 
and open country Canada wants to be". 

In the House of Commons this week, a 
no-confidence vote felled the ruling Lib- 
eral government, paving the way for a gen- 
eral election in January— a mere 19 months 
after the previous one. Nonetheless Can- 
ada has many good reasons to feel pleased 
with itself. Its constitutional motto of 
"peace, order and good government" may 
not set the pulse racing in the manner of 
America's "life, liberty and the pursuit of 
happiness". Most Americans probably 
think of it as a dull old neighbour, when 
they think of it at all. But peace, order and 



good government are sohd virtues, and 
still rare enough not only to make Canadi- 
ans count these blessings but also for mil- 
lions of people from less orderly places to 
flock to Canada to enjoy them too. 

Uniquely in the rich world, a large ma- 
jority of Canadians welcome immigra- 
tion, now running at nearly a quarter of a 
million a year, and most nowadays from 
East and South Asia, with only a murmur 
of dissent (see chart 1, next page). Canadi- 
ans have happily allowed the inflow to 
transform the ethnic mix and therefore the 
colours, flavours and rhythms of its cities. 
More than half of the residents of Vancou- 
ver and Toronto are now said to be foreign- 
born. In Vancouver, Canada's Pacific gate- 
way to China, Martha Piper, president of 
the University of British Columbia, reck- 
ons that half of her university's Cana- 
dian—not foreign— students speak a lan- 
guage other than English at home. 

Comfort ye 

Wealth lubricates the upbeat mood. Fif- 
teen years ago, ballooning deficits and a 
prostrate economy made Canada look like 
a candidate for an imf rescue. That would 
have been a bitter humiliation to a mem- 
ber of the G7 rich-country club. Against 
expectations, a Liberal government 



2 [a su rvey of Canada 



The Economist December 3rd 2005 




► elected in 1993 under Jean Chretien turned 
the public finances around, so much so 
that Canada is now the only big industri- 
alised country to notch up consistent sur- 
pluses both in its federal budgets and in its 
trade and current accounts. For five years it 
has had the g8's fastest growth, driving 
unemployment to its lowest levels for 
three decades and producing big gains in 
incomes, profits and tax revenues. In De- 
cember 2003 Mr Chretien's finance minis- 
ter, Paul Martin, won his reward for presid- 
ing over all this by pushing out his boss 
and taking over as prime minister himself. 

The present good times are not the pro- 
duct of fiscal discipline alone. Canada has 
reaped advantages from the free-trade 
agreement with the United States that 
came into force in 1989, and the later North 
American Free-Trade Agreement (nafta). 
More recently, the economy has been su- 
percharged by booming prices for energy 
and commodities, of which Canada has 
an abundance. China in particular has a 
growing appetite for Canada's energy, 
metals and chemicals. Such exports 
helped to lift Canada's trade surplus to a 
near-record C$66 billion last year. Better 
still, energy prices have been rising just as 
some vast Canadian energy investments, 
such as the Hibernia development in New- 
foundland, and the so-called oil sands of 
northern Alberta, have started to come on 
stream. Although Canada is already the 
biggest supplier of oil and natural gas to 
the United States, these new unconven- 
tional sources in Alberta mean that dull 
old Canada now has the world's second- 
biggest oil reserves after Saudi Arabia. 

Three troubling weather systems 

Peaceful, diverse, tolerant (in June gay mar- 
riage became legal throughout the coun- 
try)— and with long-term riches to boot. If 
this isn't "cool", what is? However, Can- 
ada is a massive country by area, the sec- 
ond-biggest in the world after Russia, 
which means that it has room for many 
kinds of weather. Look more closely, and 
you see three weather systems where tur- 
bulence and storms are possible. 

The first is in the west, the part of the 
country that benefits disproportionately 
from the resource boom. Canada is one of 
the few countries that has seen exports to 
China soar, by 40% in the past year. In the 
next few years, economic growth in British 
Columbia, Saskatchewan and especially 
Alberta is expected to sprint ahead. But 
central Canada's manufacturing base is 
not part of this bonanza. Over time, the 
country's centre of gravity will begin to tip 
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westward as the west forges closer links 
with a rising Asia. 

A complication here is that the western 
provinces, and especially Alberta, have 
also for many years felt remote from and 
neglected by the federal government. Brit- 
ish Columbia, cut off behind the Rockies, 
is oriented towards the Pacific, with a di- 
minishing interest in what happens across 
the prairies in distant Ottawa. Alberta- 
based firms are investing heavily in oil and 
gas projects in China. Polls by the Asia Pa- 
cific Foundation of Canada found that 
whereas 70% of people in British Colum- 
bia and 39% of Albertans think that Can- 
ada is part of the Asia Pacific region, only 
28% of Ontarians and 20% of Quebeckers 
agree. Although the resource boom is only 
just starting, the west's new wealth may 
place new strains on Ottawa's ability to 
hold far-flung Canada together. 

The second troubling weather system is 
in Quebec. When the new governor-gen- 
eral says that the "two solitudes" are a 
thing of the past, she must be expressing 
an aspiration rather than describing things 
as they are. As a Quebecker herself since 
emigrating from Haiti, she knows better 
than most that separatist sentiment is 
burning brightly in the province. 

Why it still does so is something of a 
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mystery, given how well the French- 
speaking province has fared within the 
federation. After a referendum in 1995, in 
which Quebeckers voted by the narrowest 
of margins to remain part of Canada, pas- 
sions seemed to subside. Nonetheless, in 
opinion polls this past summer, more than 
half of Quebeckers questioned said they 
favoured sovereignty for Quebec. Cool or 
not, Canada could still break up-a pros- 
pect that has haunted its federal govern- 
ment ever since Charles de Gaulle's mis- 
chievous speech 37 years ago when he 
caUed for a free Quebec. 

The third weather system coils along 
the 5,500 mile (8,900km) border with the 
United States. Although relations with 
America have survived many ups and 
downs, the past few years have seen too 
many downs. Since September nth 2001, 
the Americans have grown twitchier 
about border security. Trade with the Un- 
ited States makes up around a quarter of 
Canada's gdp, so the border's closure 
would be an economic catastrophe. How- 
ever, managing the unequal relationship 
with the superpower has lately become 
more complicated, aggravated not only by 
a perennial trade dispute over lumber but 
also by what may be an underlying es- 
trangement in values and politics. 

Whether these weather systems will 
develop into storms, and how much dam- 
age they would do, is a matter of conjec- 
ture. Canada is a country of ferocious 
northern winters, whose stoical people 
are used to battening down their hatches. 
Besides, some Canadians love nothing 
better than a storm: every winter tourists 
flock to the beaches of Vancouver Island 
expressly to watch them lashing in across 
the Pacific. But managing the turbulence 
will require both luck and political skills of 
a high order. This survey will describe the 
three systems in turn, and then ask 
whether Canada has agile enough politics, 
and a robust enough economy, to weather 
them unscathed. ■ 
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Canada gets its very own Texas 

To HAVE a full day in Fort McMurray, it 
is best to fly up from Calgary early. That 
way you don't have to stay overnight in the 
place itself. And whereas Calgary is a 
pleasant metropolis with a brand-new 
downtown, a view of the Rockies and 
some wonderful restaurants (if you like 
steak), Fort McMurray is a drab little settle- 
ment in the middle of the nowhere that is 
Alberta's north. Another reason to catch 
this flight is to meet the early birds flocking 
to cash in on the oil sands. When the price 
of crude is high, they arrive in strength and 
the little Air Canada Jazz jet fiUs up. Your 
bleary-eyed correspondent was crammed 
next to a team of wide-awake Norwegian 
oil geologists. Poring over maps, they were 
trying to work out whether there was any 
"interesting" acreage left to lease in Al- 
berta's oil sands. Oilmen from Texas, 
France and China are frequent flyers too. 

Fort McMurray is the logistics centre 
from which the Athabasca oil-sand depos- 
its, the biggest anywhere in the world, are 
being exploited. The little town is busting 
at the seams, and the sheer scale of the 
mining operations around it makes jaws 
drop. From horizon to horizon, diggers and 
dumpers, on wheels or tracks, are clawing 
away topsoil and carting off the black, bi- 
tumen-enriched deposits beneath. A spa- 
ghetti of pipelines and processing plants 
straggles over the gouged-out pine forests. 
In these plants, the viscous bitumen is sep- 
arated from the sand, converted into crude 
oil and pumped away to distant refineries. 
This being environment-conscious Can- 
ada, the ripped-up forests are replanted be- 
hind them as the diggers and processors 
move slowly on. One consortium, Syn- 
crude, has imported a herd of bison to 
graze on reclaimed pasture— in deference, 
it says, to the customs of the aboriginal 
peoples who live nearby. 

Canada has a reported 180 billion bar- 
rels or so of proven ofl reserves, of which 
some 95% are in the oil sands. This is 
hardly cheap or clean oil, of the sort that 
gushes obhgingly out of the Saudi desert. 
Separating oil from the sands requires ex- 
pensive technology and consumes a lot of 
energy and fresh water. Some techniques 
require burning copious amounts of natu- 
ral gas. A few companies are exploring the 



possibility of using nuclear power instead. 
All the same, most economists reckon that 
the oil sands are commercially viable at a 
world price of around $30 or even less. 
And the commercially viable price could 
fall: having invested more than C$30 bil- 
lion in the oil sands since the 1960s, the in- 
dustry keeps on finding cheaper and 
cleaner methods with which to extract and 
process the oil. In November a Calgary- 
based firm, Canadian Natural Resources, 
unveiled plans to spend close to C$30 bil- 
lion over the next 15 years on the oil sands. 

The existence of these reserves in a sta- 
ble democracy on America's doorstep is 
good news all round. Top Americans have 
been trekking to Alberta just to make sure 
they really exist. America's Treasury secre- 
tary, John Snow, was especially interested. 
"To have our closest ally, Canada, with 
these resources available, with a natural 
market in the United States, it's a huge con- 
tributor to energy security for North Amer- 
ica," he enthused. Dick Cheney, the vice- 
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president, was due in September until 
Hurricane Katrina disrupted his plans. Ac- 
cess to the oil sands was also on the agenda 
of China's president, Hu Jintao, when he 
visited Canada the same month. 

The dark side 

And yet although Canadians are not ex- 
actly complaining about this new-found 
wealth, they worry about one aspect of it. 
Canada's provinces own the natural re- 
sources on their territory, and most of the 
oil happens to be in Alberta, where only 
just over 3m of Canada's 32m or so people 
live. Albertans have already grown richer 
than most other Canadians on the royal- 
ties from conventional oil, and exploiting 
the oil sands threatens to enlarge the gap. 
This imbalance would be disruptive in any 
federal system, but for Canada, which tries 
harder than most to reduce regional dis- 
parities, the problem is acute. And a his- 
tory of bad blood between Alberta and the 
federal government makes matters worse. 

Like its neighbour, Saskatchewan, Al- 
berta did not become a full province until 
1905. The federation it joined then was 
dominated by the English and the French. 
But many of those who had settled the 
western prairies— Ukrainians, Russians, 
Swedes and Poles— belonged to neither of 
these founding nations. Life on the prairies 
was hard. The west's grain economy suf- 
fered disproportionately in the 1930s de- 
pression and did not enjoy the post-war in- 
dustrial revival that lifted Toronto and 
Montreal. These people were looked upon 
as foreigners by the then un-cool rest of 
Canada. The westerners in turn did not 
take to Canada's estabhshed parties, and 
formed a habit of creating their own. 

As luck would have it, before anyone 
knew that Alberta was perched on a reser- 
voir of oil, the new provinces were the 
only ones not given control of their own 
natural resources. This created resentment 
from the outset. Albertans already felt that 
all the big banking and political decisions 
were made in the east, and to be denied 
control of natural resources was a blow, 
not rectified until 1930. And yet natural re- 
sources changed the history of the prov- 
ince. When the oil shock of the 1970s drove 
prices upwards. Alberta's oilfields became 
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► competitive. Vast gas reserves were also 
discovered along with the oil sands. 

However, oil also bred new resentment 
between Alberta and the rest of Canada. 
In 1980, with the world price soaring, the 
federal government of Pierre Trudeau in- 
troduced a national energy programme, 
forcing Alberta to sell its oil to Canadians 
at below market prices. The upshot was 
that Albertans experienced a recession at a 
time when other oil-producers did well. 
The federal government dismantled the 
hated policy in 1984, but by then the dam- 
age had been done. Small places have long 
memories: nowadays, Alberta has control 
of its own resources, but its people remain 
bitter at how the benefits of their oil were 
denied to them a quarter of a century ago. 

Today the boot is on the other foot. The 
west is thriving, the rest of Canada is fall- 
ing behind and Canadians have been 
moving westward. Alberta's share of the 
population grew from 7.6% to 9.9% be- 
tween 1971 and 2001, at a time when Que- 
bec's shrank from 27.9% to 24.1%. Taken to- 
gether with British Columbia, this means 
that the "Deep West", as it is called by An- 
gus Reid, a pollster in Vancouver, now has 
roughly the same population (about 7.5m) 
as Quebec— which in the eyes of many 
westerners has long enjoyed an unfair 
share of the federal government's atten- 
tion and largesse. 

The rise of the west troubles Ontario, 
too. This is the most populous of Canada's 
provinces, the home of its capital and the 
country's traditional economic hub. Until 
recently, its carmakers and high-technol- 
ogy firms looked like the key to future pros- 
perity. But North America's carmakers are 
in trouble and the information and tele- 
coms sector has sagged. Employment in 
manufacturing, concentrated in central 
Canada, has been falling since 1990, and 
factory jobs are likely to be hit further as 
the rising Canadian dollar hurts exports. 
To the consternation of urban Ontarians, 
Canada once again finds itself earning 
most of its living by hewing wood and 
drawing water. The commodity boom of 
the past two years has pushed up the share 
of exports earned by raw materials to 
more than 50%. 

How much does this shift in the econ- 
omic balance matter? The oil sands will 
spread growth and add to the federal gov- 
ernment's tax revenues. Nonetheless, the 
west will benefit most, and its good for- 
tune will have some negative conse- 
quences for the rest of the country. If it 
pays far more than other provinces to pub- 
he-sector workers, won't all the best doc- 



tors, nurses and teachers migrate there? 
Newspapers in central Canada run anx- 
ious stories about an exodus of doctors. 
Not all are lured by money: Albertan offi- 
cials say that doctors are drawn to the 
province by the less hidebound western 
spirit. The innovative Capital Health Au- 
thority in Edmonton, Alberta's wintry cap- 
ital, has become a model of excellence 
throughout North America. 

Alberta may also use its windfall to cut 
taxes. And Ontario, in the wry words of 
Finn Poschmann of the CD. Howe Insti- 
tute, a pro-business think-tank in Toronto, 
has a great fear of Alberta's tax regime be- 
coming "intolerably attractive". 

Ontario is in deficit. Alberta has no 
public debt and is heading for a C$6 billion 
surplus this year. Oil wealth has already 
enabled it to avoid retail sales taxes, levy a 
flat provincial income tax of only 10% and 
slash corporate taxes. Last year's decision 
by Imperial Oil to move its headquarters 
from Toronto to Calgary disquieted On- 
tario. It feared that more firms would de- 
camp, and wondered if Alberta would 
need to levy any income tax at all if the 
surpluses continue to roll in. If Alberta cut 
taxes in what was already the lowest- 
taxed jurisdiction in Canada, wailed an 
editorial in the Toronto Star, this would 
"feed the politics of envy and create huge 
tensions within the Canadian federation". 

Whose bonanza? 

In Alberta itself, opinion is divided about 
what to do with the windfall. One argu- 
ment for prudence is that most royalties at 
present come from conventional oilfields, 
which will soon be depleted. Since the oil 
sands will be more expensive to exploit, 
future royalties will be smaller. Many Al- 
bertans therefore urge their government to 
invest in physical and social infrastructure, 
not squander its bonanza on tax cuts. In 
the 1970s the premier of the day, Peter 
Lougheed, created the Alberta Heritage 
Savings Trust Fund, which now has assets 
of more than C$12.2 billion. The fund won 
Alberta friends by lending on favourable 
terms to other provinces. However, Al- 
berta stopped topping up the fund in 1987, 
and the province is nowadays under very 
different political management. 

Like the patrician Mr Lougheed, Al- 
berta's current premier, Ralph Klein, is a 
Conservative. But he is a different sort of 
politician— an ideological cousin of Amer- 
ica's Newt Gingrich— and has decided that 
one way to use the oil windfall is to pay a 
prosperity dividend of C$400 to every Al- 
bertan this year. That has raised hackles far 
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and wide. A survey in September by the 
Strategic Counsel, a polling firm, found 
that only 26% of Albertans thought their 
province's oil windfall should be shared to 
help other Canadians harmed by rising 
energy prices, whereas 61% of the rest of 
Canada thought it should. If federal and 
provincial politicians start to argue seri- 
ously about this, "we're going to have a big 
conflict," says Allan Gregg, the polling 
firm's chairman. 

Even in Alberta, however, Mr Klein has 
his critics. "Had [Mr Klein] meant to tell the 
rest of Canada that Alberta had no idea 
what to do with all its money, he would 
have done no different," complains the 
Calgary Herald. And among those least 
happy about the premier's antics are the 
oilmen. "This merely aggravates an al- 
ready sensitive situation," says Michael 
Stewart, principal of Calgary's Ballina- 
curra Group. Thanks to nafta, the federal 
government no longer has the power it 
used in the 1980s to teU Alberta how much 
to sell its oil for. But the oilmen fear that if 
times got hard, or Ottawa was sufficiently 
provoked, the "feds" could stiU find some 
way to take a bigger cut. 

Canada's prime minister, Paul Martin, 
is adamant that he will do no such thing. 
He claims to be relaxed about Alberta's 
boom, arguing that the whole country 
stands to benefit. "Yes, Alberta is going to 
do well," he said in an interview for this 
survey. "But are you going to slow down 
Alberta's growth so that the rest of the 
country can catch up? No. What we want 
to do is see Alberta grow as fast as it possi- 
bly can, and at the same time we want to 
see British Columbia growing like gang- 
busters, we want to see Ontario growing 
like gangbusters." The prime minister en- 
visages a Canada of many poles: Alberta 
rich in oil and high-tech industries; British 
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► Columbia as a gateway to Asia; Manitoba, 
Newfoundland and Labrador well-en- 
dowed with sources of untapped hydro- 
power; and Quebec rich not only in hydro- 
power but also in high-tech sectors such as 
biotechnology. "We can do that," he says. 
"We have a continent here." 

It is an uplifting vision, and some Ca- 
nadians will buy it. But not all of the politi- 
cians in Ottawa are so sanguine about Al- 
berta. Bill Blaikie, an MP from Winnipeg 
and a prominent member of the opposi- 
tion New Democratic Party, speaks for 
many when he snorts at Alberta's claim 
that its oil wealth should be Albertans' 
alone, just because they have won a game 
of "geological roulette". Buzz Hargrove, 
boss of the Canadian Autoworkers Union, 
says Mr Klein could make himself a na- 
tional hero if he could find it within him- 
self to share his province's bounty with 
the country as a whole. But "political lead- 
ers in Alberta have never come to grips 
with the idea that they are Canadians." 

Out west, such talk stokes indignation. 
Was it not the west that gave birth in 1987 
to the Reform Party of Preston Manning, 
whose chief slogan was "The west wants 
in"? The party was created to address con- 
cerns that the western voice was not being 
heard on the federal stage. One idea the 
party had was to create an elected Senate 
(the existing one is appointed) to give re- 
gions with smaller populations a bigger 
say in the working of the federation. 

It was not to be. Unluckily for Reform, 
when the west wanted in, the French- 
speakers in Quebec were saying that they 
wanted out. Since the rise of Quebec sepa- 
ratism, the federal government has there- 
fore strained every sinew to prevent the 
Quebeckers from bolting. It is no coin- 



cidence, westerners ruefully note, that 
since 1968, Canada has spent 36 years un- 
der prime ministers from or representing 
Quebec— and a grand total of 15 months 
under prime ministers from the west. 

Just to comphcate matters, people in 
the west have somewhat different politics 
from the rest. They are a bit further to the 
right, with a tendency to produce their 
own political parties instead of voting for 
the centrist Liberal Party that has governed 
Canada for a dozen years. In Calgary-a 
cow-town, complete with an annual 
"stampede" and men in Stetson hats— peo- 
ple say their part of Canada is more reli- 
gious, more individualist and less elitist 
than central Canada. Alberta contains a 
concentration of Americans who came to 
build the railways and then the oil patch. 
Roger Gibbins, director of the Canada 
West Foundation, a think-tank in Calgary, 
says that in a Canada that is largely con- 
temptuous of George Bush and where he 
comes from. Alberta is sometimes looked 
down on from Ontario as if it were a Cana- 
dian Texas. 

Leave us alone 

The danger this mutual disenchantment 
poses to the unity of Canada should not be 
exaggerated. Western alienation waxes 
and wanes: it was stronger in the 1930s 
and 1990s than it is now. With so much 
money in their pockets, Albertans are no 
longer demanding "in" to a federation 
they feel has shunned them. But there is lit- 
tle appetite for secession either. "You can 
take that word separation and kick it out of 
the window," says Mr Lougheed. Right 
now the west wants neither in nor out, but 
to be left alone by a federal government it 
doesn't much like. Five years ago, fear of 



central intrusion persuaded some Alber- 
tans to talk of erecting a "firewall" against 
the rest of Canada. For the moment, pros- 
perity has banished such ideas. 

If there is a danger now, it is a different 
one. As Albertans continue to ship ever 
more money eastward under Canada's 
elaborate redistribution mechanisms, 
they are bound to ask just how they bene- 
fit in return. The questions will become all 
the sharper if the federal government 
stops them from pursuing the social model 
they feel befits an increasingly affluent 
province. Health is one example. Although 
this is a provincial responsibihty, the Can- 
ada Health Act makes it difficult for prov- 
inces receiving federal transfers to expand 
private medicine. The publicly funded 
health system is seen in much of English 
Canada as a bulwark of national identity. 
But why shouldn't Albertans be free to buy 
health insurance if they can afford it? 

To manage the western weather sys- 
tem, the federal government will have to 
stop itself from interfering with western 
success and western experimentation- 
even if some of the decisions a successful 
west takes seem to threaten broader Cana- 
dian norms. The key, argues Gordon Gib- 
son, a scholar with the Fraser Institute, a 
think-tank in Vancouver, will be "the thor- 
ough application of the principle of sub- 
sidiarity". In other words, the federal gov- 
ernment must allow the provinces 
maximum freedom to manage their af- 
fairs. The trouble, he acknowledges, is that 
this rubs against every federal instinct: 
"Ottawa believes that in order to be rele- 
vant it must be deeply involved in the or- 
dinary lives of Canadians." That is no sur- 
prise, given how precarious the federal 
hold over Quebec has now become. ■ 



A dream that does not fade 

Quebec might yet quit Canada 



FOR the past decade, English-speaking 
Canadians have been hoping that Que- 
bec's appetite for quitting the federation 
was on the wane. Quebeckers voted no to 
separation in 1980 and again— though by 
the narrowest of squeaks (50.6% to 
49.4%)-in 1995. To make separation 
harder, the federal government introduced 
a "Clarity Act" in 2000. This stipulates that 
the government would negotiate seces- 
sion with Quebec only if the question 



posed in a referendum was clear, and only 
if a "clear majority" (not defined in the bill) 
supported secession. 

And yet the hope of independence is 
burning strongly again in Quebec. In re- 
cent months, more than half of Quebeck- 
ers asked have been telling pollsters that 
they would vote in favour of sovereignty 
in a new referendum, thus reversing a long 
decline in support that started after the 
failed referendum of 1995 and reached its 



low point in 2003 (see chart 2, next page). 

Nobody can be sure whether this resur- 
gence will last. Some of the reasons for it 
may be transient. One is that the separatist 
Parti Quebecois (po) is now in opposition 
in the province, and a Liberal government 
there has grown unpopular since being 
elected in 2003. At such times, Quebeckers 
tend to feel more warmly about both the 
separatists and their ideas. Free from the 
responsibility of having actually to run 
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► Quebec, the Pequistes can devote more of 
their energy to arguing for its indepen- 
dence. The separatists have also been 
helped by Quebec's anger at the so-called 
"sponsorship scandal"-a series of revela- 
tions showing that after the 1995 referen- 
dum a federal programme to promote Can- 
ada in Quebec was riddled with sleaze. 

The separatist tide could therefore re- 
cede again. The sponsorship scandal has 
damaged the Liberals, but the next provin- 
cial election in Quebec is two years away. 
Moreover, the Liberals have been in office 
for only one term, and the province's vot- 
ers have a habit of giving parties two. The 
po does not at present have a strong, estab- 
lished leader. Andre Boisclair, who be- 
came leader last month, is a clever fellow 
who is famous mainly for being young, 
gay and a former cocaine user. So far he 
has shown none of the charisma of the 
party's founder and hero, Rene Levesque. 

To detach Quebec from Canada will be 
a Herculean task. The po must first recap- 
ture the province from the Liberals. Even 
then, holding and winning a referendum 
will be hard. For although a majority of 
Quebeckers say they would vote yes if 
such a referendum were held, many also 
say, paradoxically, that they are not at 
present in favour of holding one. 

This puzzle highlights the quandary of 
the Pequistes. A lot of Quebeckers who see 
the PO as a desirable government for their 
province, and may support independence 
in some abstract way, have little appetite 
for another bout of angst and turmoil of 



the sort that convulsed Quebec and di- 
vided families and friends in the referen- 
dums of 1980 and 1995. "The sovereign- 
tists always get at least 40% or so in polls," 
says Jean-Marc Leger, president of Leger 
marketing in Montreal; but this support is 
"as soft as jello". What they really want, he 
thinks, is something neither the Pequistes 
nor the federalists are offering them: a new 
relationship with Canada that falls short 
of independence. 

Look closer at the polls and you can al- 
most see the jelly quiver. When asked two 
years ago by the Centre for Research and 
Information for Canada, 55% of Quebeck- 
ers asked refused to describe themselves 
as either sovereigntists or federalists, with 
29% claiming to be somewhere between 

I The ups and downs of separatism B 

"Ifo referendum was held today on the sovereignty 
of Quebec and an offer of economic and political 
partnership with the rest of Canada, would you vote 
for or against the sovereignty of Quebec?", % 
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the two and 26% claiming to be neither. 
Three months ago, a survey published in 
the Globe and Mail by the Strategic Coun- 
sel found that despite the recent surge of 
pro-sovereignty sentiment, 58% of Que- 
beckers thought of themselves either 
equally as Quebeckers and Canadians or 
as Canadians first, while 40% said they 
thought of themselves as Quebeckers first. 

Moreover, almost all polls show that 
Quebec's support for independence is 
tempered by a desire for separation to be 
amicable. In reality, of course, the federal 
government would have every reason to 
signal to voters that it would not be amica- 
ble. Indeed, the Clarity Act makes conflict 
more certain. By failing to specify what is 
meant by a "clear majority", the act leaves 
it to Parliament to decide, thus opening the 
way to a ferocious constitutional battle in 
the House of Commons. 

So the threat of a referendum is a bluff 
and the federation is safe? Not so fast. For 
the resurgence in separatism may not be 
driven only by the unpopularity of the Lib- 
erals or the fallout from the sponsorship 
scandal. It may be a sign that the cause re- 
mains durable, but took a decade to re- 
cover from the narrow loss of 1995. More- 
over, the polls take no account of the 
vicissitudes of pohtics. Many supporters 
of the Pequistes want the po to run the pro- 
vincial government but not necessarily to 
push the province out of Canada. The pro- 
blem is that the po's leaders don't see 
things that way. 

For Mr Boisclair, Quebec is "a Hon in a 
cage". The party leaders dream of the prov- 
ince taking its place as a near-Sweden- 
sized nation among nations, and will 
make no bones about this in the next pro- 
vincial election. Mr Boisclair promises to 
put sovereignty at the heart of the cam- 
paign. Frangois Rebello, the party's vice- 
president, says he would rather lose than 
fight an election that failed to make it clear 
that a referendum would swiftly follow. 
And just to make sure, the Pequiste mili- 
tants- the so-called purs et durs-have tied 
the leadership's hands. The po pro- 
gramme stipulates that a Pequiste govern- 
ment must hold a referendum as soon as 
possible within its first term of office. 

Add all of this up. The timing is uncer- 
tain, but at some point the p o will return to 
power in Quebec. And at some point after 
that, Quebec's voters will almost certainly 
face another independence referendum, 
whether they want one or not. Once a ref- 
erendum campaign is under way, and the 
passions of 1995 are unleashed again on all 
sides, the outcome will be impossible to 
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► predict. Last time round, remember, a 
mere 54,000 votes stood between Canada 
staying together and breaking apart. 

To non-Canadians, the continuing ap- 
peal of the separatist cause looks baffling. 
In 1967, when de Gaulle made his "Quebec 
hbre" speech in Montreal, French-speak- 
ing Ouebeckers were a disadvantaged ma- 
jority in a province whose English-speak- 
ing minority dominated business and 
much else. Francophones had reason to 
fear for the survival of their culture, lan- 
guage and identity. Two of them— Pierre 
Trudeau and Rene Levesque-developed 
two theories about how to respond that 
looked like opposites. Trudeau believed in 
seizing the federal institutions and giving 
francophone Quebec its just place at the 
centre of the Canadian system. Levesque 
wanted independence— but in the mean- 
time also to build Quebec statehood from 
within, via the "Quiet Revolution". 

But were these theories opposites? 
Three decades on, bothhave delivered suc- 
cess. As Canada's prime minister, Trudeau 
created a federation in which French is en- 
sconced as an official language equal with 
English (even though it is the mother ton- 
gue of only 22% of the population), and in 
which most Canadian prime ministers 
have hailed from Quebec. In Quebec itself, 
the Pequistes have meanwhile delivered 
the cultural and economic emancipation 
francophones craved. Draconian language 
laws have demoted English: since the 
1970s, perhaps half a million anglophones 
have simply decamped, leaving behind a 
province with a dynamic new French- 
speaking business class and few reasons to 
worry about cultural submersion. If sover- 
eignty was a means to an end, most of 
those ends have been brilliantly achieved. 
So why does the cause endure? 

Rebels without a cause 

The Pequistes talk about "getting their 
taxes back", as if federation were giving 
Quebec a raw fiscal deal. It isn't. The fed- 
eral government spends more in Quebec 
(C$43.1 biOion in 2003) than it collects 
from it in revenues (C$39.8 bilhon). In- 
deed, the feds collect more than they 
spend in only three provinces: Ontario 
(C$18.1 bilhon more). Alberta (C$7.7 bil- 
lion) and British Columbia (C$1.4 billion). 

Furthermore, all these numbers will 
soon change, to Quebec's advantage. A 
study from the Canadian Energy Research 
Institute predicted that the federal govern- 
ment would collect C$51 billion in reve- 
nues from the Alberta oil sands over the 
next decade. Why should Quebec separate 



just as this windfall was about to arrive, es- 
pecially as its own share, reckons one fed- 
eral official, would be some C$10 billion? 

It is a puzzle, to which the simplest an- 
swer may be this: Quebec wants to be 
treated as an independent nation because 
it feels like one— more so, perhaps, than it 
did when it had bigger grievances. To visit 
Montreal is to see at once that Quebec is in- 
deed the "distinct society" it claims to be. 
This is, after all, the world's third-largest 
French-speaking city (after Paris and Kin- 
shasa), not much farther from Europe as it 
is from Vancouver, and a good deal closer 
in spirit. As Jean-Frangois Lisee, an aca- 
demic at the University of Montreal and a 
former po adviser, puts it, "There exists a 
nation here that is conscious of its exis- 
tence and does not quite understand why 
it is living in its neighbour's nation." 

If only grievances drove nationalism, 
Quebec's might have faded by now. But 
self-confidence can drive nationalism too. 
In 1980, the costs and uncertainties of go- 
ing it alone in a big world frightened a lot 
of Quebeckers. Now that they are meshed 
into a global economy and a free-trading 
North America, they feel surer that an in- 
dependent Quebec could prosper. Que- 
beckers are no admirers of George Bush, 
but their trade with the United States has 
burgeoned. They are probably right to as- 
sume that in the event of separation, nei- 
ther the United States nor the rest of Can- 
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ada would have an interest in pushing 
them out of nafta. 

Canada is not, of course, going to break 
asunder tomorrow: this battle is being 
fought in slow motion. After all, the po is 
still two years from the first hurdle of win- 
ning the next provincial election. If it fails, 
the Pequistes will have to sit out a further 
term in opposition before they have an- 
other chance. And if in the end they do 
bring about a referendum, only to lose it 
for a third time, it is acknowledged even by 
party members that the damage to their 
cause might be terminal. 

The longer run 

In the intervening period, however, two el- 
ements in the independence equation will 
change. First, Quebec's economic health 
may decline. For reasons that are not well 
understood, though perhaps because the 
Quiet Revolution liberated Quebeckers 
from Catholicism as well as from English 
domination, the birth rate in the province 
has been declining for years. By 2012 the 
active workforce will start to shrink. As in 
the rest of Canada, immigration is seen as 
a way to counter this trend, but few immi- 
grants—especially the dynamic Asians- 
want their children to learn French rather 
than English. Many of those who arrive in 
Quebec move on to Toronto or Vancouver. 

Adapting to this demographic change 
will be made harder by the attachment of 




► francophones to the things that delivered 
prosperity in the past but will hamper re- 
form: dtrigtsme, co-operative savings insti- 
tutions, powerful trade unions, subsidised 
electric power, generous public services 
and the high taxes to pay for them. Efforts 
by the Liberal provincial government of 
Jean Charest to cut income taxes by C$i bil- 
lion a year have been thwarted by de- 
mands for continued high spending. 

The second big change in the equation 
is that Quebec's weight in the rest of Can- 
ada will diminish. Mr Lisee argues that the 
numbers make nonsense of the idea that 
the federation has solved the Quebec pro- 
blem via its Canada-wide policy of bilin- 
gualism. In spite of three decades of this 
policy, he reckons, each generation of 



French-speakers in Canada outside Que- 
bec and Acadia (the francophone region in 
New Brunswick) will be half the size of the 
previous one. 

Among the quarter of Canadians out- 
side Quebec whose mother tongue is not 
English, Chinese-speakers are close to 
overtaking French-speakers if they have 
not done so already. In British Columbia, 
French-speakers are outnumbered 15 
times by speakers of other minority lan- 
guages. For how long, Mr Lisee asks, will 
the government in Ottawa be able to sus- 
tain policies whereby a French-speaker, or 
an English-speaker who has French, will 
get preference in hiring in the federal gov- 
ernment, or where a French-speaker can 
get a criminal trial in his language, and a 



Chinese-speaker cannot? 

Out west, where Canadians say they 
have been neglected while Ottawa has 
been dancing to Quebec's tune, the pros- 
pect of the arrogant province losing some 
of its power is a cause of quiet satisfaction. 
In Ottawa, too, some federalists like to 
think that a poorer and weaker Quebec 
will drop its mad dream of separation and 
see the sense of huddling for safety within 
the federation. But will it? Pequistes such 
as Mr Lisee argue that the present bargain 
between Quebec and Canada, under 
which the province is placated by special 
treatment, is doomed by the inexorable 
pressure of demography. As the bargain 
unravels, people in Quebec may find the 
case for independence ever stronger. ■ 



Living with number one 



Relations with the United States are fraying 



THEIR country, Canadians sometimes 
say, is 5,500 miles long and one inch 
thick— by which they mean that most Ca- 
nadians live in a scattered archipelago of 
cities huddled along the 49th parallel, the 
border with the United States. Having a 
friendly superpower on your doorstep 
confers great advantages. Uncle Sam can 
be relied upon to defend the whole of 
North America. He also has a handy habit 
of buying your stuff: at least 70% or so of 
Canada's exports go to its voracious neigh- 
bour. So why do so many Canadians be- 
heve that the United States is "Too Close 
for Comfort", in the title of a recent book 
by Maude Barlow, head of the Council of 
Canadians and a fervent critic of both 
globalisation and George Bush? 

Canadians, you might say, are the origi- 
nal anti-Americans, the people who re- 
jected the American revolution, stayed 
loyal to Britain and inherited what Des- 
mond Morton, a Canadian historian, has 
called "the cold, unprofitable remains of 
the continent". But the chief cause of the 
friction is simply the great disparity be- 
tween the neighbours. The United States 
has 300m people and a gdp of $12 trillion; 
Canada has 32m people and a gdp of $1 
trillion. California alone is richer and more 
populous than Canada. As a sovereign 
country, however, Canada insists on being 
treated as America's equal. Such a relation- 
ship is bound to be fraught. 

Counter-intuitively, relations have be- 



come harder to handle the more intimate 
they have become. Since nafta, the vol- 
ume of cross-border trade has trebled. 
Nearly $700 biOion-worth of goods and 
services cross the border every year, mak- 
ing it the world's largest bilateral trading 
relationship. But if you trade across an 
open border with a country that has ten 
times as many people, and if those people 
speak the same language, the fear of cul- 
tural and economic absorption grows in- 
tense. All Canadian governments have 
worked to strengthen the east-west mus- 
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cles of federation, the better to counteract 
the north-south pull of the superpower. 

When Paul Martin became Canada's 
prime minister in 2003, he was expected to 
rescue relations with the United States 
from the rough patch they had passed 
through under his predecessor. Jean Chre- 
tien had decided that in the absence of au- 
thorisation from the UN Security Council, 
Canada would not fight in Iraq (though it 
did help America in Afghanistan, and con- 
tinues to do so). Mr Chretien's decision 
was wildly popular at home, and nobody 
expected Mr Martin to change it, but he 
was expected to smooth things over. And 
he certainly had a good reason to try. 

The reason is terrorism. In 1999, a terro- 
rist with a fake Canadian passport was 
caught trying to enter the United States 
with a car full of explosives, en route to 
blow up Los Angeles airport. After Sep- 
tember 11th 2001 the Americans virtually 
stopped traffic across the border, for fear 
that this might be a way in for terrorists. To 
some thoughtful Canadians, this closure, 
though brief, was traumatic. The bulk of 
Canada's manufacturing output is traded, 
not consumed domestically, and the bulk 
of it heads south. The just-in-time factories 
of Ontario and Quebec are joined at the 
hip with their American suppliers and 
markets. If September 11th has meant that 
security now trumps trade, the possibility 
of some combination of events closing the 
border, with devastating consequences for 
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September I2th 2001 

► Canada, can no longer be discounted. 
One person especially alarmed by all 
this was Thomas d'Aquino, head of the 
Canadian Council of Chief Executives, the 
club of big business. For him, September 
nth was the second time round. In the 
1980s he feared that low productivity in 
the United States, coupled with the import 
threat from Japan, might make the Ameri- 
cans pull up the drawbridge, leaving Can- 
ada in the cold. Now America faces an- 
other economic challenge, from China and 
India, as well as the threat of jihadist terro- 
rism. As Mr d'Aquino and his camp see it, 
Canada has a vital interest in making sure 
that it continues to have access to the Un- 
ited States whatever happens. The econ- 
omic integration of the two countries 
needs to be made irreversible, he says, and 
their security indivisible. But how? 

Greater America 

Canadians are divided. One school fa- 
vours a "grand bargain" with America. The 
chief component of this would be a com- 
mon security perimeter. If the neighbours 
operated the same controls on their exter- 
nal borders, the "internal" border would 
dwindle in significance. Together with 
Mexico, Canada and America might also 
harmonise more of their safety, health and 
environmental regulation. Some Canadi- 
ans go further: why not aim for an inte- 
grated labour market, or even a single cur- 
rency? In March, a task-force of 
Canadians, Mexicans and Americans, set 
up by the Council on Foreign Relations in 
New York, proposed establishing a North 
American economic and security commu- 
nity by 2010, defined by a common exter- 
nal tariff and an outer security perimeter. 

The trouble with a grand bargain is that, 
even if America could be persuaded to go 
along, it is anathema to many Canadians. 
In their task-force report, the advocates of 
a North American economic and security 
community argued that the separate ap- 
proaches to regulation in Canada, Mexico 



and the United States often boiled down to 
a "tyranny of small differences", imposing 
unnecessary economic costs. But for many 
Canadians, these small differences are a 
vital bulwark in the unending struggle to 
fend off absorption by the superpower. 

In the view of those for whom America 
will probably always be too close for com- 
fort, NAFTA has already narrowed Can- 
ada's choices in social and energy poUcy. 
Harmonised regulation would make mat- 
ters worse. Free trade with America, say 
the naysayers, has whittled away welfare 
protection and increased income inequal- 
ities, sacrificing the Canadian social 
model on the altar of "competitiveness". 

Nor is it just opponents of globalisation 
who are queasy. Roy MacLaren, a former 
trade minister, says that as America's econ- 
omy is much bigger than Canada's and 
Mexico's combined, harmonising trade, 
security or defence practices would in the 
end require Canada and Mexico to adopt 
American standards. Opponents of the 
grand bargain think it better to shore up a 
rules-based trading system within the 
World Trade Organisation than to make an 
unequal deal with the United States. 

For Mr Martin, as for any prime minis- 
ter of Canada, threading a passage be- 
tween dependence on the superpower on 
the one hand and Canadians' widespread 
suspicion of their neighbour on the other 
was always going to be difficult. This is a 
weather system that never goes away. Mr 
Martin has set up a cabinet committee to 
deal with the problem. But the clouds 
have, if anything, darkened on his watch. 

Canadians blame Mr Bush. Much of 
the sympathy they felt for America after 
September 11th has been cancelled out by 
what they see as a warmongering foreign 
pohcy pursued by a president who ignores 
the rules and takes dictation from God. 
Apart from being immensely popular, Mr 
Chretien's decision to stay out of Iraq crys- 
tallised these feelings and so reduced Mr 
Martin's room for manoeuvre. Then bad 



luck reduced it even more. Last August, 
NAFTA arbitrators looking into an intermi- 
nable trade dispute between Canada and 
the United States on softwood lumber 
ruled in Canada's favour. The bad luck for 
Mr Martin was that the Americans paid al- 
most no attention. 

The gist of this arcane dispute is as fol- 
lows. The Americans accuse the Canadi- 
ans of charging low stumpage fees to for- 
estry companies that use crown lands. 
This, they say, enables Canadian export- 
ers to sell lumber at below-market prices. 
The arbitrators, finding that Canadian 
lumber exports had not injured American 
producers, instructed the United States to 
drop import duties it started to impose 
three years ago, and to return those it had 
already collected. But most Americans 
hardly noticed this ruling, and the Bush ad- 
ministration, under pressure from its own 
lumber lobby, did nothing to implement it. 

America's insouciance has caused apo- 
plexy north of the border. "Unacceptable," 
thundered Mr Martin. A union leader said 
Ottawa should "turn the taps off on oil and 
gas exports". Thomas Axworthy, a former 
aide to Trudeau, caught the mood in a 
newspaper article asking whether Amer- 
ica's signature on a treaty meant anything 
at all. He went on to propose ferocious re- 
taliation: reviewing any American take- 
overs of Canadian energy companies, 
stopping work on the Alaska gas pipeline 
and making exploitation of the oil sands 
conditional on America ending its "harass- 
ment". When Condoleezza Rice, Amer- 
ica's secretary of state, on a visit to Ottawa 
in October insisted that America's record 
on honouring treaties was "as good as 
gold", Canadians reacted with scorn. 

In his interview with The Economist, Mr 
Martin's own anger was palpable. Though 
ruling out the use of oil as a lever, he called 
America's decision to ignore a ruling by 
nafta's highest dispute-settlement body 
a violation of both the spirit and the letter 
of the accord, and he gave warning that 
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► America's behaviour would affect other 
decisions Canada might take. Canadians 
had talked about alternatives for a long 
time, he said, and the rise of China and In- 
dia was now providing them. "We 
shouldn't kid ourselves," he added. "The 
American market is always going to be our 
most important market. But there certainly 
are other options." 

Does Canada really have a "China 
card" to play against the United States? 
Probably not. When President Hu visited 
Ottawa in September, Mr Martin pressed 
the Chinese to buy more Canadian soft- 
wood lumber. In principle, Mr Hu also fa- 
vours more trade. But the plain fact is that 
the United States, connected to its neigh- 
bour by language, custom and business 
practice as well as geography, is always 
likely to be Canada's biggest market. To put 
matters in perspective, note that the value 
of the softwood lumber British Columbia 
sells to China is only i% of what it sells to 
the United States. 

The anger of Canadians is understand- 
able: the whole point of nafta, as sold to 
them, was that it would set out binding 
rules for trade disputes. Yet it is troubling 
that a single dispute should enrage them 
quite so much. The economic conse- 
quences of the argument are minor. De- 
spite the contested duties imposed by the 
United States, Canadian lumber has 34% 
of the American market, and lumber any- 
way represents less than 3% of Canada's 
total exports. 

But, as with a quarrel over cattle, when 
American ranchers used the discovery of a 
single case of bse in a Canadian herd as a 
reason to suspend trade, Canadians are ex- 
quisitely sensitive to any behaviour that 
smacks of bullying, high-handedness or 
being taken for granted by the super- 
power. When Canadians at large feel this 
way about the United States, a prime min- 




ister ignores public opinion at his peril. 

That may be why, last February, Mr 
Martin felt he had to tell the United States 
that Canada would not help to develop its 
anti-ballistic missile defence system. 
Again, the practical implications of the de- 
cision may be slight. For the moment, a 
workable system of this sort is not much 
more than a gleam in the Pentagon's eye, 
and Canada is continuing to co-operate 
with NORAD, the North American Aero- 
space Defence Command. But the manner 
of the decision— a last-minute announce- 
ment at a time when Mr Martin was being 
criticised at home for general indecision- 
surprised and upset the Americans. 

Just business as usual? 

Is the present scratchiness (see chart 4) just 
one more down in a history of ups and 
downs? Canadians are not the only peo- 
ple who have found Mr Bush's America an 
uncomfortable partner. But there is more 
to it than the usual gaffes and spats over 
trade and diplomacy. To find a similar 
depth of anti-American sentiment, says 
Michael Adams, president of Environics, a 
market-research group in Toronto, you 
would have to go back to the federal elec- 
tion of 1911, when Wilfrid Laurier's es- 
pousal of trade reciprocity with the United 
States cost him re-election. A case can be 
made that the values of the two countries 
are drifting inexorably apart. 

By and large, Canadians appear to be 
becoming more liberal and secular at a 
time when Americans are becoming more 
conservative and religious. Canadians 
may decriminahse the use of marijuana 
and have sanctioned gay marriage. They 
abhor the death penalty and have invested 
in a generous welfare state and a system of 
sociahsed medicine for all. Foreign-policy 
differences also run deep. Canada is an en- 
thusiastic proponent of multilateralism, at 
a time when America has found it conve- 
nient to bypass the United Nations. Can- 
ada was an architect of the International 
Criminal Court, which the United States 
works hard to obstruct, and a ban on land- 
mines, which the Americans oppose. 

Whether these signs of estrangement 
are a passing phenomenon is hard to say. 
Railing against America's "cavalier and im- 
perial" attitudes, Lloyd Axworthy, a for- 
mer foreign minister, argues that the shift 
of political power to the south and west of 
the United States brings "less understand- 
ing or interest in our country". Joe Clark, a 
former Conservative prime minister, wor- 
ries about generational change. The lead- 
ers of Canada and America are no longer 



tied by the common experience of the sec- 
ond world war, and the failure of Canada 
to fight in Vietnam or Iraq means that a net- 
work of personal connections has fallen 
apart. Indeed, the main thing Americans 
notice about Canadian foreign policy is its 
habit of denouncing the warlike things 
America gets up to in the world— while 
spending rather little on its own defence. 

Demography is also distancing the 
neighbours. Both are lands of immigra- 
tion—in 2001 about 11% of Americans and 
18% of Canadians were foreign-born— but 
whereas Canada is importing skilled 
Asians, the United States is importing un- 
skilled Latin Americans. 

Even if the values of the two countries 
continue to drift apart, geography dictates 
that they must co-operate. Canada will 
continue to have an overriding interest in 
good relations. America will have a grow- 
ing interest in Canadian energy— and pos- 
sibly also its plentiful fresh water (with lots 
of scope for future arguments), to replen- 
ish America's parched south-west. 

In March, when Mr Martin met Mr 
Bush and Vicente Fox, the president of 
Mexico, in Waco, Texas, the three leaders 
inaugurated a "Security and Prosperity 
Partnership", or spp. This looks far less am- 
bitious than the North American econ- 
omic and security community proposed 
by New York's Council on Foreign Rela- 
tions. Canadian opinion, it seems, is not 
yet ready for a common security perimeter 
or customs union. The spp is little more 
than a forum for officials from the three 
countries to discuss a range of technocratic 
subjects, such as border security and 
health co-operation. 

However, small agreements can blos- 
som into something much bigger: remem- 
ber the European Coal and Steel Commu- 
nity, which gradually metamorphosed 
into the European Union. Mr d' Aquino 
and his business lobby hope for a similar 
evolution. From the integrators' perspec- 
tive, one advantage of the spp is the ab- 
sence of any "big bang": the officials can 
operate below the political radar, without 
involving the American or Mexican Con- 
gress or Canada's Parliament. Nonethe- 
less, says Mr d'Aquino, "by 2010 the North 
America we know will have changed com- 
pletely." For precisely that reason, of 
course, many other Canadians are on 
guard against what they call "integration 
by stealth". As in relations with Alberta 
and Quebec, navigating through the 
shoals will require political skills of the 
highest order. Does Mr Martin's govern- 
ment have them? ■ 
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A funny sort of government 



Canada's dysfunctional politics 

( ( T3 EWARE of what you wish for" might 
-D be an apt motto for Paul Martin. 
Canada's prime minister worked long, 
hard and— say some rivals— deviously to 
wrest the party and the premiership from 
Jean Chretien, his long-serving predeces- 
sor, at the end of December 2003. He was 
helped by a reputation as the brilliant fi- 
nance minister who had rescued the coun- 
try's public finances. However, Mr Martin 
had no sooner moved into the prime min- 
ister's residence in Ottawa's Sussex Drive 
when things began to go wrong. 

His first mistake was to gamble on an 
early election. He wanted a personal man- 
date, but at the polls in June 2004 the vot- 
ers gave him a raspberry, scything the Lib- 
erals from 168 to 135 seats in the 308-seat 
House of Commons and forcing them to 
govern as a minority. To some extent, this 
was less a mistake than a misfortune: the 
election was blighted for the Liberals by 
the eruption of the so-called "sponsorship 
scandal" as Canadians learnt that in the 




Martin has no mandate 



late 1990s public funds intended for a cam- 
paign to promote federahsm in Quebec 
had been secretly channelled to the Liberal 
Party and its cronies. 

The scandal has continued to dog Mr 
Martin's premiership, forcing him to con- 
centrate on survival rather than on setting 
out a clear direction for his administration. 
In the first half of this year, a series of nar- 
row votes in Parliament threatened to 
force him into yet another general election. 
Having lost his majority, Mr Martin had to 
buy the support of the New Democrats by 
increasing public spending and postpon- 
ing promised cuts in corporate taxes. This 
prompted the Canadian Council of Chief 
Executives to call Canada "a nation adrift". 
The prime minister, the bosses said, was 
"frittering away" the fruits of years of sac- 
rifice, doling out public money to rapa- 
cious local and provincial governments. 

By the end of the summer, it began to 
look as if his luck might change for the bet- 
ter. When the sponsorship scandal broke, 
Mr Martin appointed a federal judge, John 
Gomery, to conduct an inquiry. He also 
promised to hold a general election within 
30 days of receiving Mr Gomery's report. 
But the judge decided to issue two reports. 
The first of these, pubhshed last month, 
confirmed that the sponsorship pro- 
gramme had been turned into a slush fund 
for the Liberal Party. However, it explicitly 
exonerated Mr Martin himself. The second 
(and blander) part of the report, on how to 
prevent another such scandal, is not ex- 
pected until February. 

In principle, this might have let Mr Mar- 
tin postpone his promised election until 
next spring, by when voters would have 
tired of the scandal. But the opposition 
parties chose to topple the government 
earlier, hoping to derive maximum benefit 
from the scandal's fall-out. By defeating 
the government in a no-confidence vote 
this week, they have forced Mr Martin to 
call a fresh election in January. Even so, the 
outcome is uncertain. Odd though it may 
seem, Canadians look fairly likely to elect a 
minority Liberal government yet again. Al- 
though the Conservatives have enjoyed a 
post-Gomery bounce in the opinion polls, 
it may not carry them to victory. 

Stephen Harper, the Conservatives' 




Harper has little hope 



leader, is an aloof, cerebral figure, dispar- 
aged well beyond Liberal circles as a neo- 
conservative importing dangerous ideas 
from the United States. Though hardly rad- 
ical by most of the world's standards, Mr 
Harper has alienated many Canadians by 
his opposition to gay marriage and his res- 
ervations about abortion. 

Locking out the Tories 

So the Liberals may survive the sponsor- 
ship scandal. But the affair points to a 
deeper malaise in Canada's politics. It is 
worrying that the Conservatives are con- 
sidered unable to win even when the Lib- 
erals are laid low by scandal. Long periods 
of domination by a single party are not 
good for the health of any democracy, let 
alone one in which power at the national 
level is highly centralised. Canada's prime 
minister enjoys remarkable powers of pa- 
tronage: it was, for example, Mr Martin 
who appointed Canada's glamorous new 
governor-general. He also controls ap- 
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► pointments to the Supreme Court and the 
Senate. Such a system would matter less if 
there were more frequent rotation in gov- 
ernment. Why is there so little? 

It is not just the person and position of 
their present leader that holds the Conser- 
vatives back. They are a party divided, 
formed by a merger in 2003 between the 
Progressive Conservatives and the Cana- 
dian AUiance. These western roots may 
have tugged the merged party too far to the 
right to win a majority in a country where 
two out of three people tell pollsters that, if 
they could vote in American elections, 
they would vote Democrat rather than Re- 
publican. A party that is perceived to have 
strong religious influences, as the Western 
Alliance did, and a programme that is per- 
ceived as socially as well as economically 
conservative, as the Conservatives' is un- 
der Mr Harper, faces a daunting challenge. 

Beyond ideology, which they could 
change, and a poor leader, whom they 
could sack, the Tories are plagued by a 
structural problem they may not be able to 
rectify. This is their chronic weakness in 
Quebec. The reasons for their unpopular- 
ity stretch back into history— not least to 
the conscription crisis of the first world 
war, when Ouebeckers resented the Tories 
for trying to make them fight for the British 
crown. Brian Mulroney, it is true, delivered 
Quebec for the Conservatives in 1984 and 
1988, but he enjoyed the advantage of be- 
ing a Quebecker himself, who had formed 
a coalition with the province's national- 
ists. For a Quebecker to lead the Conserva- 
tives now that they depend so much on 
the west would be hard. 

Worse still for the Tories, Mr Mulroney 
failed to make good on his promise to per- 
suade the rest of Canada to recognise Que- 
bec as a distinct society. This led to the col- 
lapse of the Conservative vote in the 
election of 1993 and the emergence of the 
Bloc Quebecois, a federal counterpart of 
the Parti Quebecois, now with 53 seats in 
Parliament. In federal elections, it is now 
the Bloc that scoops up anti-Liberal votes 
in Quebec. The Tories do not have a single 
seat in a province that contains a quarter of 
Canada's electorate. This puts a formida- 
ble obstacle in their path to power. 

What of the other parties? The New 
Democratic Party is a socialist party from 
the old world that is ill at ease in the new 
one and has yet to find its Tony Blair. It ap- 
peals at most to about a fifth of the elector- 
ate, but not to the Asians and other busi- 
ness-friendly new Canadians in the 
vote-rich urban areas. The Bloc Quebecois 
has a capable leader in Gilles Duceppe, but 
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a party based in a single province can 
never win federal power— and as the 
champion of sovereignty for Quebec does 
not want to. This leaves the Liberals in 
command of the squishy centre where so 
many Canadians feel they belong, and 
with a valid claim to be the only party with 
truly national appeal. 

Cheques and imbalances 

Good for the Liberals. But how good for 
Canada? In fairness, the power of a Cana- 
dian prime minister is offset by checks and 
balances outside Parliament. One is the ex- 
istence since 1982 of a popular Charter of 
Rights and Freedoms, invigilated by an 
increasingly active Supreme Court. But the 
strongest countervailing power is that of 
the provinces. If the Liberals are the natu- 
ral party of government, says Philip Res- 
nick, a political scientist at the University 
of British Columbia, the real opposition is 
at the provincial level, "where you find 
strong fiefs and strong premiers". The pre- 
miers are all the stronger because the con- 
stitution gives the provinces responsibility 
for almost all pubhc services, including 
health, education, justice and the manage- 
ment of natural resources. 

As in all systems of checks and bal- 
ances, however, the arrangement has its 
costs. Some are all too obvious, such as in- 
ter-provincial barriers to commerce: for ex- 
ample, Canada has 13 separate securities 
regulators. Others are hidden. Perhaps the 
biggest is that Canadian politics is domin- 
ated not by arguments between strong na- 
tional parties, competing over ideas and 
pohcy, but by chronic jurisdictional quar- 
rels between the different levels of govern- 
ments, mainly about transfers of money. 

Canadian pohticians love to blame 
other layers of government for their woes. 
Toronto's mayor, David Miller, blames the 
Ontario government for suffocating a 
metropolis that should have the planning 
and spending powers of the city state that 



it has become. Ontario's premier, Dalton 
McGuinty, blames his province's woes on 
the perverse decisions made in Ottawa. 
Mr Martin has a federal initiative for cities 
but dare not step into a provincial respon- 
sibility. And so forth. In particular, Cana- 
dian pohticians are locked in an endless 
and circular squabble about what they call 
the "fiscal imbalance". 

The problem is this. Both the federal 
government and the provinces have tax- 
raising powers. But because most of the ex- 
pensive services are provided by the prov- 
inces, the feds run up surpluses whereas 
the provinces (except Alberta) struggle to 
make ends meet, especially as an ageing 
population drives up the costs of health 
care. The federal government doles out a 
lot of the money it raises to the provinces, 
in the form of block grants and equalisa- 
tion payments designed to ensure a rough 
equality of provision. But this gives rise to 
complaints that the federal government is 
robbing Peter to pay Paul, and using its 
spending power to muscle in on provincial 
jurisdiction. 

To a lot of Canadians, this chorus of in- 
tergovernmental grumbling has become 
little more than background noise. They 
are used to Mr McGuinty, say, blaming the 
fiscal imbalance when for reasons largely 
of Ontario's own making he cannot bal- 
ance his budget. And although Mr 
McGuinty spent this summer calling for a 
royal commission to find out why the fed- 
eral government takes more money from 
Ontario than it returns, most Canadians 
have no quarrel with the basic principle of 
taking from richer provinces such as On- 
tario and Alberta in order to help poorer 
ones such as Newfoundland. 

Even if that principle is accepted, how- 
ever, the fiscal imbalance, and the habit of 
buck-passing, create a deficit in efficiency 
and accountability which politicians at all 
levels find it convenient not to reform. 
"Why should governments act responsi- 
bly as spenders if they do not have to col- 
lect their own taxes?" asks Gilles Paquet, a 
senior researcher at the University of Ot- 
tawa. In health care, for example, it can be 
argued that the federal cash doled out to 
the provinces merely helps provincial gov- 
ernments to avoid necessary reforms. 

In a national health accord in 2003 the 
provinces did promise that, in return for 
the money, they would report on their pro- 
gress towards federally inspired targets, 
such as shorter waiting times. But the 
agreement contains no enforcement 
mechanism; and if Ottawa imposed one, 
the provinces would object on constitu- 
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► tional grounds. Benoit Pelletier, Quebec's 
minister of inter-governmental affairs, al- 
ready moans that the feds are abusing 
their spending power. "They want pro- 
gressively to be the architects of the vision 
with the provinces as the executors," he 
says. Quebec, characteristically, has opted 
out of the requirement to report back. 

Roger Martin and James Milway, from 
the University of Toronto's Institute for 
Competitiveness and Prosperity, have a 
different objection to the way the system 
works. They concede that federal transfers 
have helped to reduce differences in in- 
come levels between provinces. But by 
transferring money from high- to low-pro- 
ductivity uses, this lowers average pro- 



ductivity in all regions. That would matter 
less if more of the federal surplus was 
spent on the sort of investment that might 
help the poorer provinces to grow faster in 
future. But the bulk, they say, is spent in- 
stead on consumption. 

Canada is indeed peaceful and orderly, 
just as its founding arrangements say it 
should be. But its compliance with the 
third constitutional requirement, good 
government, is less impressive. It desper- 
ately needs national parties able to medi- 
ate between the centre and the provinces. 
And yet the Conservatives are trapped in 
their western base; and Quebec, though 
dechning, has a lock on the national lead- 
ership. Albertans almost always have Con- 



servative governments, and Canada as a 
whole almost always has Liberal ones. Sin- 
gle-party government is no healthier in a 
province than it is at the centre. The only 
effective opposition to the Conservatives 
in Alberta is the federal government. And 
the main opposition to the Liberals in Ot- 
tawa is not the opposition parties there but 
the provincial premiers. 

"The parties have really failed this 
country," says Roger Gibbins of the Can- 
ada West Foundation. "In that sense we 
are locked into a dysfunctional system." 
Perhaps this does not matter so very much. 
Canadians like to quip that Canada works 
in practice even if it doesn't work in the- 
ory. But couldn't it work a little better? ■ 



The perils of cool 



Canada has everything, except perhaps ambition 



MEASURED by almost any standard 
you care to think of, Canada is a suc- 
cess story. Apart from being physically 
beautiful, politically stable and socially 
tolerant, it is rich. Canadians enjoy the 
sixth-highest gdp per head in the oecd, 
which makes them better off than the Jap- 
anese, Germans and French. The UN Hu- 
man Development Index rates Canada the 
world's fifth most agreeable country to live 
in. The federal government's relations 
with the west, Quebec and the United 
States may be testy, but are unlikely to 
change any of these fundamentals in the 
foreseeable future. It is tempting to con- 
clude a survey such as this by advising 
simply: apply for citizenship now. 

That would be a little too kind. For Can- 
ada does have some flaws, many of which 
are merely the obverse of its virtues. Its en- 
hghtened social policy is accompanied by 
a sometimes stifling political correctness: 
an American writer living in Toronto calls 
Canada "the dictatorship of virtue". Ca- 
nadians dislike conflict, so pohticians tend 
to leave divisive issues— the fate of Que- 
bec, policy towards the aboriginal popula- 
tion—unresolved or for the courts to settle. 
Wary of succumbing to the culture wars 
that have polarised America, Canada's po- 
litical debate is tepid: most people seem 
happy to gather around an unadventurous 
liberal (and Liberal) consensus. As befits 
the people who rejected the American 
revolution, Canadians distrust big ideas, 
preferring to put their faith in a proven 



ability to muddle through. 

The price of all this is a certain compla- 
cency. And the price of complacency is a 
certain lack of ambition. This may explain 
the attitude of Canadians to the one sig- 
nificant measure by which they do fail: 
they are poorer than their next-door neigh- 
bours, and the gap is widening. According 
to a study by the University of Toronto's 
Institute for Competitiveness and Prosper- 
ity, in 1981 Americans were C$1,800 per 
person better off than Canadians; by 2003 
their financial advantage had increased to 
C$7,200. Many Canadians affect not to 
mind about this prosperity gap. There is 
more to life than money, they say, and it is 
worth being a little poorer if that is the 
price of preserving their social model: a 
kinder, gentler and more egalitarian cap- 
italism than the heartless version they de- 
tect south of the border. 

It sounds admirable. But this proud- 
not-to-win attitude— what one Canadian 
diplomat has bewailed as a "passion for 
bronze"— misses the point. If Canadians 
were more productive, the whole society 
would be richer. And although the extra 
wealth might be used for personal con- 
sumption, it could also, if Canadians pre- 
ferred, be used to increase social spending. 
Besides, the point of comparing their per- 
formance with America is not that Canadi- 
ans are in a win-or-lose race with a neigh- 
bour that happens to have one of the most 
dynamic economies in the world. The 
point is to test whether they are making 



the most of their own endowments. 

The productivity numbers suggest that 
they may not be. Canada outperforms 
America in some sectors. It claims its car- 
makers are far more efficient. But its overall 
productivity growth has fallen behind in 
recent years. Since 2000, business-sector 
output per man-hour in Canada has 
grown by 0.9% a year, compared with 3.5% 
in the United States, according to Andrew 
Sharpe, director of the Centre for the Study 
of Living Standards, a think-tank in Ot- 
tawa. This means that the gap has become 
much bigger. Whereas in 2000 Canada's 
output per man-hour was 82% of Amer- 
ica's, it is now only 75^0. "Relative to the 
United States, our productivity perfor- 
mance has dropped off a cliff," the Council 
of Chief Executives told the House of 
Commons at the end of September. 

As in all productivity debates, the true 
size of this gap, the reasons for it and the 
implications are all hotly debated, but low 
investment is thought to be a prime culprit. 
According to Danielle Goldfarb and Wil- 
liam Robson of the CD. Howe Institute, 
this year's fixed capital investment per 
worker by American firms will average 
nearly C$2,700 more than that of their Ca- 
nadian counterparts. Canada also spends 
proportionately less on r&d and trains a 
smaller share of scientists and engineers to 
postgraduate level. 

The country has a disproportionately 
small number of big firms, which tend to 
spend most on research and have the best 
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► productivity performance. Its share of self- 
employed worl<ers is almost twice as big 
as America's, and some 69% of its private- 
sector employees work in firms with fewer 
than 100 people. "We are among the best 
places in the world for an entrepreneur to 
establish a business," says Jock Finlayson, 
executive vice-president of the Business 
Council of British Columbia in Vancouver. 
"But many fail and most don't grow." 

Some of these features are structural 
and therefore hard to change. Canada's in- 
dustrial mix contains a smaller share of 
high-value-added sectors than America's. 
And one cause of low foreign direct invest- 
ment in Canada is the magnetic lure of 
America itself. The default option for mul- 
tinationals (including Canadian-con- 
trolled multinationals) chasing the mighty 
American market is to invest in it directly. 
Indeed, nafta has strengthened this pref- 
erence: American firms that used to open 
plants in Canada to sell into its protected 
market no longer need to. Another deter- 
rent to investment might be the deeper 
penetration of trade unions north of the 
border— which Canada will not be able to 
change at the stroke of a pen. 

Tax is a more suitable case for stroke-of- 
the-pen treatment. Canada's marginal tax 
burden on capital is higher than Amer- 
ica's, and Mr Martin's Liberals seem to 
have accepted the argument that bringing 
down the high rate of corporate tax would 



encourage investment. The government 
has already made some modest cuts and 
promised more. But as a minority govern- 
ment since June 2004, the Liberals have 
had to keep the New Democrats in Parlia- 
ment sweet. One victim of Mr Martin's po- 
litical weakness may be the former finance 
minister's famous fiscal discipline: federal 
spending last year rose by a worrying 15%. 
Another could be the promised tax reduc- 
tions, which the ndp opposes. Although 
the prime minister insists that they will be 
implemented as planned in 2008, the leg- 
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islation has been delayed. A pro-pro- 
ductivity mini-budget unveiled in mid-No- 
vember may not survive an early election. 

What will happen to Canada if all the 
weather systems identified in this survey 
turn nasty at once? Assume that the sover- 
eignty movement continues to strengthen 
in Quebec. Assume that in the coming 
election voters return another minority 
Liberal government that does not have 
strong support in either Quebec or in the 
west. And assume that Alberta continues 
to pile up annual surpluses of C$8 billion 
or so one after another, separating itself 
even further in wealth and values from the 
rest of the federation. What then? 

Canada would probably not break up. 
It is held together, among other things, by 
what Gordon Gibson of the Fraser Insti- 
tute in Vancouver disparages as "senti- 
ment and inertia", but which are neverthe- 
less very powerful forces. But nor would it 
have a strong central government capable 
of mobihsing the country behind bold so- 
cial or economic initiatives. 

That would be a pity. Admiring econo- 
mists at the OECD note that the sacrifices 
Canada made in the 1990s to put its fi- 
nances in order have left it in the enviable 
position of being able to focus now on the 
longer-term impediments to growth. In Mr 
Martin, the architect of the previous re- 
forms, it has a prime minister ideally 
placed to do this. But for all his techno- 
cratic talents, Mr Martin has been bad at fo- 
cusing on anything since becoming prime 
minister. Such is the strength of its re- 
source-boosted economy that Canada can 
still be relied on to do well. But what a 
waste it would be if dysfunctional politics 
made it miss its chance to go for gold. ■ 
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